in 


19 


ROY WENZLICK & 
SAINT LOUIS 




















REAL ESTATE IN 1951 


HE outlook for 1951 depends primarily cn decisions which will be made as tue 
aT year progresses by Joseph Stalin, Harry Truman and the members of the 

United States Congress. No one knows now what these decisions will be, in- 
cluding the people who will make them. For that reason it is impossible to fore- 
_ cast the outlook for many portions of our economy, but there are other fields where, 
_ with some degree of certainty, estimates can be made of the probable happenings 
during the year. In some fields the war hazards and the uncertainties will inevi- 


tably result in certain trends which, accordingly, can be predicted with little fear 
of being wrong. 


We are assuming that in 1951 probably between 20 and 25% of the gross national 
product will be devoted to military purposes. We certainly agree with the announced 
policies of the Administration and of the Board of Governors of the Federal Reserve 
System of trying to prevent inflation by limiting the amount of currency and credit 
in the hands of consumers, but we are also of the opinion that it will prove to be 
politically impossible. The type of tax which would cut down on consumer expendi- 
tures would necessarily have to increase more heavily the taxes of the lower income 
groups than the upper income groups, as a far larger percentage of the income of 
lower bracket individuals is used in the purchase of consumer goods. To increase 
still further the taxation on those in the upper incomes will result in a reduction in 
savings and a reduction in investments but will have very little effect on the demand 
for the type of goods which will be in short supply and where, to prevent price rises, 
it would be necessary to shrink demand to the supply. 


It will also be hard to hold the wage line among production workers in order to 
prevent a purchasing power in excess of available goods. Even though no new wage 
increases were granted, the average work week will increase due to overtime, and 
this alone will increase weekly earnings and the average hourly earnings. Escala- 
tor clauses in existing labor contracts will also prove inflationary, as they will 
increase the basic wage at the same time that it is being increased still further 
due to time and a half and double time for overtime. 


It seems to us that during the first quarter of 1951 various attempted restric- 
tions of credit will slow down civilian activity slightly before government orders 
have gone out in sufficient quantity to compensate for these reductions. We be- 
lieve that during the first quarter the actual cash receipts of the government under 
the present tax program will be greater than the expenditures of the government, 
with a very slight deflationary effect. These negative factors will be more than 
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outweighed by the psychological reaction of the average man in the street. Due 
to the experiences in the First and Second World Wars, most people now believe 
that we are headed for inflation, that their money will buy less in the future, and 
that a dollar spent today for something needed tomorrow is a good investment. We 
believe that there will be sufficient forward buying in the first quarter to prevent 
any sizable drop in business and by succeeding quarters we believe that govern- 
ment orders will be going out in sufficient quantity to take up all the slack and cause 
1951 to exceed 1950 by a sizable percentage in industrial production and in income 
payments to individuals. It seems to us that a 5 to 15% increase in general prices 


is a probability for the year in spite of all efforts which government may make to 
prevent it. 


Since retail sales depend to a large extent on national disposable income, it 
is our opinion that retail dollar volume in 1951 will exceed retail dollar volume 
in 1950 in spite of shortages in many items of a more durable type which will be ap- 
pearing in the second half of the year. 


REAL ESTATE ACTIVITY 


As most of our subscribers know, real estate activity has followed a wavelike 
pattern as far back as the records can be traced. Real estate booms have been 
followed by real estate depressions in a rather regular fashion, and these booms and 
depressions have had a number of characteristics which have persisted over the 
entire period with only minor variations. This is more striking when the chart of 
real estate activity is compared with the chart on general business. The lack of 
pattern which the general business situation has shown is in decided contrast with 
the more regular swings in the real estate activity market. 


In the past the real estate activity cycle has shown two pronounced character- 
istics: 





1. It has always been extreme. — | | WHOLESALE COMMODITY PRICES | 
During every real estate boom real es- __IN_ THREE WAR PERIODS 
tate has been quite liquid, changing OS tam ioe SES 
hands readily with numerous parcels _— ow oe oe 
changing hands two or more times dur- 
ing the booms. In contrast, at the 
bottom of each real estate depression 
real estate has been pretty much of a 
frozen asset, with practically no mar- 
ket except at an extreme distress price. 
Mostof the transfers referred to as vol- 
untary transfers in a depression period 
are less voluntary than the words 
would indicate, as many of them are 
in lieu of foreclosures and many others 
are distress sales by persons whose 
ability to hang on has gradually been 
worn away. 
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2. Real estate booms and depressions have followed each other in a very lei- 
surely fashion. In contrast with fluctuations in business, which as a rule have oc- 
curred over rather short periods, the fluctuations in real estate activity have taken 
many years to go from boom to depression and from depression back to boom. Over 
the entire recorded past in the United States this cycle has averaged slightly more 
than 18 years. At the present time it looks as if the current cycle may exceed the 
average by three or more years. 


There is nothing magical about the real estate cycle. It is an expression of 
the generally accepted thesis that excesses in any direction will eventually be fol- 
lowed by excesses in the opposite direction. If the pendulum is pulled too far to 
the left and released, it will swing too far to the right. The length of the real es- 
tate cycle is determined by the length of time that it takes for a housing surplus to 
be absorbed and, in a different portion of the cycle, for a housing shortage to be 
relieved. In quick consummation goods such as food products, for instance, ina 
free market a shortage results in a price increase, which results in heavier plant- 
ing the succeeding season which, in turn, is apt to produce a surplus. As a result 
the fluctuations in price occur quickly and any cycle of this sort has a rather short 
measure. As the length of life of a commodity increases it takes a much longer 
period for supply and demand relationships to change by marked percentages. 


Even a record year in new construction will not increase the available supply 

_ of housing by as much as 4%, and a low year in new construction will probably 
not add sufficient units to take care of those becoming totally obsolete and those 
destroyed by fire, street widenings and change of use. It is also possible to defer 

' demand if market conditions seem unfavorable. On the other hand, the increase in 
the number of households in the United States is generally so gradual that when a 
surplus of housing exists it takes many years to absorb the surplus. One factor 
which is not generally recognized is that the demand for housing can vary greatly 
from year to year depending primarily on the degree of economic prosperity exist- 
ing at the time. In 1940, for instance, according to the United States Census in all 

' urban areas there were 1, 020, 000 dwelling units vacant. According to the latest esti- 
mates of the Bureau of the Census the number of households in the United States has 
increased by 8, 519, 000 since 1940, while the number of dwelling units has increased 
by 8, 826,000. This includes all farm and nonfarm units in the country. In 1940, 
according to the Federal Census, 6.6% of all dwelling units were vacant. In spite 
of the fact that the number of dwelling units has increased by a larger amount than 
the number of households, vacancy is very much below the 6.6% of 1940. 


The 1950 figures are not yet available for urban areas. When they are, we are 
confident that the discrepancy between the increase in the number of households and 


in the number of dwelling units will be greater than in the figures which include 
farms and rural properties. 


The present roughly balanced supply of housing can become a shortage or a sur- 
plus, depending on economic conditions. Since, however, it is doubtful whether our 
economic boom can become much greater than it is at the present time, acute 
shortages in most communities not directly engaged in defense activities will not 
be too great and a sudden drop in hostilities and in war production might produce a 
sizable oversupply of dwelling units. 
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The greatest activity in the transferring of urban property in relationship to the 
number of families occurred in 1946, at which time our index of real estate activity 
reached 86.1% above the long-term computed normal. This is shown by the chart 
on page 2. We dropped from that point steadily until the middle of 1949, by which 
time new construction, generated by loose credit, brought a tremendous increase 
in the turnover of new properties, carrying real estate activity back from about 
13% above normal to slightly better than 45% above normal. 


It is rather significant that at the present time real estate activity, in spite of 
the fact that it is far below the peak of this boom, is still considerably higher than 
it was at the peak of the boom of the twenties. 


A study of the real estate activity charts by regions in the September 29, 1950, 
Real Estate Analyst will show that the recent spurt in activity has varied consid- 
erably in various sections of the country, being highest in the southwestern and 
in the central States east of the Mississippi and lowest on the West Coast and in 
the central States west of the Mississippi. 


It is our opinion that in 1951 real estate activity on older properties will not 
decrease but, because of the limitations on building, the transfers of new prop- 
erties will be under the 1950 totals, particularly in the latter part of the year. Many 
of the buildings started before the advent of Regulation X will not be completed 
until the first or second quarter of 1951, and the full effect of these credit limita- 
tions as well as the effect of the shortages of material will not be too noticeable in 
the activity figures during the first part of 1951. 
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MORTGAGE ACTIVITY 


Real estate mortgage activity in our opinion in 1951 will be slightly below the 
postwar peak reached in 1950. Real estate mortgages result from either the fi- 
nancing of existing construction or from the financing of new construction. A large 
part of all new buildings built are financed to at least some extent by one or more 
mortgages, and in a period when new construction is proceeding rapidly, mortgage 
activity can always be expected to advance. The sale of an existing building does 
not necessarily involve a new mortgage, as in many cases the existing mortgage 
indebtedness is assumed by the new purchaser. Notice on the chart at the top of 
page 5 that the tremendous increase in real estate activity in 1946 did not send 


mortgage activity so high as it has gone with a much lower degree of activity in 
1950. 


It seems to us, therefore, that the mortgage activity on older buildings will hold 
at close to its present level, with the mortgage activity on newer buildings declin- 
ing, particularly in the ater part of the year. The over-all effect would be a slight 
decline in mortgage activity in the early part of 1951, with a more rapid decline 
in the second half of the year. 


REAL ESTATE FORECLOSURES 


The index of real estate foreclosures on page 5 shows the extremely low levels 
reached in the years from 1946 to 1949. It will be noticed that while foreclosures 
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are still very low, there has been an upward drift during the past two years which 
has more than doubled the rate at which foreclosures were taking place. 


Foreclosures will not rise rapidly during 1951 as foreclosures never rise by any 
great amount during periods in which real estate values are relatively stable and 
during periods in which construction costs are advancing. The Korean War is going 
to bail out many unsafe and unwise loans. The increased replacement cost of new 
buildings together with the limitation on credit which will slow down additions to 
the supply will prevent the drop in the values of buildings already built from reach- 
ing sizable proportions. Even a housing surplus would be limited in its effect on the 
values of existing properties in view of the long-term upward pressure which high 
construction costs are exerting. 


TAXES 


The one forecast for 1951 about which there can be little question is the fact 
that real estate taxes, particularly on residential nonfarm properties in the aver- 
age city of the United States, will rise until the average for the entire country will 
hit a new all-time high. The increase in the cost of operating municipal and State 
governments will be inescapable and in most communities the larger share of this 
expense is borne by real estate. Salaries of school teachers, policemen and other 
State, county and municipal employees will be forced up and the price of almost all 
supplies will be higher. 


The average real estate tax load per family in the United States as charted on 
the bottom of page 5 is a median of the tax load in 94 cities, which means that there 
are 47 cities with a tax load in excess of this amount and 47 cities with a tax load 
less than this amount. By tax load we mean not the assessment but the assessment 
times the rate divided by the number of families in the community. For details, 
city by city, on the real estate tax load from 1909 to the present, see the October 18, 
1950, Real Estate Tax Bulletin, published by Roy Wenzlick & Co. 


URBAN REAL ESTATE VALUES 


Earlier forecasts which we have made during the past few years indicated that 
we expected the values of residential properties to drop and to reach a low point 
some time in the middle fifties, probably around 1955, 1956 or 1957. We believed 


that this point would show a considerable shrinkage over the sales prices of recent 
years. 


The Korean War, with the certainty that the Federal government will now spend 
more than it can collect in taxes, will necessarily result in a further shrinkage in 
the value of the dollar. We still feel that real estate values in relationship to other 
commodities and services have passed the peak, but real estate values, expressed 
in dollars of a shrinking content, will probably hold their present level or, if the 


present war is greatly extended in its scope, present real estate values expressed 
in dollars will increase. 
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COMMERCIAL PROPERTIES 


During the past few years there has been a big increase in the volume of com- 
mercial building in the United States. In the year 1950 slightly more than $1-1/4 
billion of this type of building was started. This was an all-time record. The 
building of new stores, particularly super markets, of various types in large out- 
lying subcenters has mushroomed tremendously in the last five years. It seems 
to us that in the average metropolitan area of the United States we will shortly have 
a far larger number of square feet of store space than can possibly be used in the 
merchandising of the goods and services which the population of these cities can 
absorb. The new buildings, however, which have been built recently and are now 
being built will be occupied at the expense of the older buildings, many of which will 
be vacant without a logical use, particularly if these older buildings are not in dense- 
ly populated areas where a large volume of business can be done with pedestrians 
walking to the store from their neighboring homes. Many of the stores along ribbon 
developments without adequate parking space will lose their customers to the stores 
in logical subcenters where sufficient parking space is available. In the future, a 
larger part of the retail business of the United States will be done either in the down- 
town district of a metropolitan area or else in outlying shopping centers, readily 
accessible to the automobile shopper. 


Many of these new subcenters have been built at very high cost and, unless 
inflation goes to considerable lengths, there may be some question as to whether 
the average annual volume which can be expected in the future in these subcenters 
will be sufficient to pay a return on the investment. Whether it is or is not, after 
the subcenters are built the competition they will provide will inevitably make many 
older retail sites uneconomic. 


OFFICE BUILDINGS 


The shortages of steel and of other critical materials in 1951 will probably re- 
sult in a considerable shrinkage in new office building construction. Existing of- 
fice buildings will make every effort to modernize which can be made in view of the 
building material and building labor markets. Government occupancy, after de- 
creasing for a number of years, as shown on the chart at the bottom of page 14, 
will increase again, and the vacancy in office buildings which had increased slow- 
ly in the United States during the past four years will now decrease slightly because 
of the expansion of government occupancy. In a few cities office building vacancy 
will probably increase because of the completion of a number of new large buildings 
now under construction. 


CONSTRUCTION COSTS 


The cost of building a typical building reached a peak several years ago and 
had started declining at a fairly satisfactory rate. The tremendous upsurge in new 
building, however, starting in the latter part of 1949 and running through 1950 
developed a scarcity market on materials and labor and resulted in substantial 
price increases in materials and in the employment of much marginal labor, with 
resulting increases in the over-all cost of building. 
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Regulation X will shrink building 
volume slowly at first - more rapidly 
after the first quarter ofthis year. All 
other factors being equal, this would 
have a tendency to bring down material 
costs and to reduce labor costs by the 
weeding out of the incompetent and un- 
skilled. Unfortunately, however, from 
the standpoint of the prospective home 
owner the reduction in the demand for 

= -——t—+— ‘building materials will be offset to a 

ne 1 [ASRS large extent by governm ent require- 

| PR 45 oi BG Po GR ee ments for strategic materials, and 

[1939 |1940 | 1941 | 142 1943 | 1944 |1945 | 1946 | 1947 | 1948 | 1949 | surpluses which might otherwise devel- 

tae Et BES BS Pe OK Se op in the building material field will not 

pf} _ jf be noticeable during the period ahead. 

LOE CTE a The labor surplus will be absorbed by 

Sr, aS a defense activities and, accordingly, 

building labor will remain hard to get 

and costly. The drops which we had anticipated in building costs are probably 

out the window for the present, with the possibility that a major war may depre- 

’ ciate the value of our money to such an extent that sizable increases in cost might 

' develop within the next few years. The chart on page 15 shows wholesale prices 
' and the price-influencing factors in the lumber situation. 


BUILDING MATERIAL PRICES 


VOLUME OF CONSTRUCTION 


The dollar volume of construction in the United States from 1915 through 1950 is 
shown on page 12. The volume in 1950 was considerably more than double the volume 
at the peak of the last boom in 1926. A great part of this increase is due to the in- 
crease in cost. This is noticeable particularly in the value of residential construc- 
tion. In 1925 it totaled $5, 515, - 
000,000. In 1950 it totaled $12, - 
841,000,000. Actually, the in- 
crease in the number of dwelling 
units was 46%, while the increase 
in dollar volume of all residential 
building was 133%. 





The rate of residential build- 
ing is still far below the rate of 
1925, when we built 46.6 new 
family accommodations per thou- 
sand families inall nonfarm areas 
of the United States. In 1950 the 
rate was 37.7 new family accom- 
modations per thousand families, 
or about one-fifth less than the 
rate of 25 years ago. 




































































It is very difficult to estimate 
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| building volume for 1951, as the amount will depend entirely on government policies 
affecting materials, building labor and credit. The purpose of Regulation X is to cut 
residential building one-third. Leaders in the industry have frequently stated that if 
Regulation X is continued in its present form it will cut building by 50%. If it does 
bring about cuts of that size, it will be modified unless the war needs at that time 
make it inadvisable to allow the necessary materials and manpower. 


Practically all other types of construction will be controlled in some fashion be- 
fore the year is over. For want of a better guess on 1951 residential volume, we will 
accept at its face value the government’s intention of cutting volume by one-third, 
with the mental reservation that the drop will probably exceed one-third. 


It is probable that industrial building in 1951 will exceed 1950 by approximately 
10%. This increase will not compare with the tremendous increases at the beginning 
of the last war. It now seems probable that in the interests of speed and the con- 
servation of scarce materials, many plants will be converted to military uses and that 
a large part of our war output will be manufactured in existing buildings. 


It seems certain that public utility construction will exceed a year ago by from 
one-fourth to one-third. The total of all construction, however, will probably be 
below 1950, which will remain the peak year for years in the future. 


FARM VALUES 


In 1920 the average value of farms per acre in the United States totaled $69. 40. 
By 1933 these values had declined to $29.90. In March of 1949 our index of farm 
values per acre was $56.17. It declined steadily until November 1949, at $53.45. It 
then started rising with $54.25 for March 1950, $55.05 for July and $57.44 for No- 
vember. This is a new postwar peak. 


In our opinion, farm lands on the average throughout the United States are high 
priced today, but we are inclined to think that they will go higher. Many persons 
are looking to farm lands as a hedge against inflation, believing that inflation may run 
more or less wild in the United States. There is also no question of the fact that the 
farmer has always received the maxinmm political protection and it seems reasonable 
to believe that Congress will continue to give careful attention to any legislation which 
would adversely affect the farm interests. 


It seems probable to us that during the next few years the dollar will deteriorate in 
value by a sufficient amount to cause farm prices to continue their rise. In view of 
the very uncertain outlook, a good farm should be held for the present, with rela- 
tively little chance that any sizable collapse can occur and with some chance that 
farm values will rise by considerable percentages. 




















